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NOTICES OF NEW BOOKS.

Life Insurance in 1872; being a Summary and Analysis of the
Accounts of the Life Insurance Companies of Great Britain and
Ireland, as now for the first time exhibited by the Returns deposited
with the Board of Trade in pursuance of the Life Assurance
Companies Act, 1870. By T. B, SPRAOUE, M.A., Vice-President
of the Institute of Actuaries. Part I. London: Charles and
Edwin Layton, Fleet Street.

Instead of giving an original notice of this work, we lay before our
readers the translation of an article contributed to the Moniteur des
Assurances by M. V. Senés, which, while giving for the information
of the public in France a review of the pamphlet before us, adds inci-
dentally some interesting comparisons between the English and French
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292 Notices of New Books. [JAN.

companies, and furnishes a good deal of information regarding the
manner in which the latter conduct their business. For these reasons,
the article, we believe, cannot fail to interest the readers of the Journal.

This work contains an analysis and summary of the accounts of
the English Life Insurance Companies, and is prefaced by an interesting
introduction upon the antecedents of the law. The author promises a
second part, in which the materials here furnished will be applied to
exhibit the relative position of the various companies, and enable the
reader to make comparisons between them in various respects.

The first part of this work deserves a careful study. It contains
interesting facts as to the past and present of life insurance in England,
which our (French) readers will be glad to have laid before them. I t
will also enable us to give an exact comparison of the present situation
of France and England with regard to life insurance.

Prior to the passing of the Life Assurance Companies Act, 1870,
the publication of accounts was not so general as it should have been.
Indeed, the affairs of many of the older companies were involved in the
greatest secresy. They asked for the confidence and support of the
public simply on. the ground of the high standing of their Directors.
The Joint Stock Companies Act of 1844 gave birth to a crowd of life
insurance companies. Altho' by that Act the companies were required
to file their accounts, no particular form of account was specified, and
no penalty attached to the omission to file them. In consequence of
the reckless competition between these companies, the greater number
found themselves, after a brief career, unable to continue their business.
The grave question then arose, how was the business of these companies
to be wound up.

The author justly remarks that the business of a life insurance
company differs from that of other companies in this respect, that in
consequence of the inevitable deterioration in the state of health of
many of the lives assured after the lapse of a number of years, it is not
possible, when the company wishes to retire from business, to assess
with any approach to equity the interest of each policyholder in the
assets, so as to pay him his share in cash. The only proper method of
providing for the claims of the policyholders is to obtain the guarantee
of some solvent company that the contracts shall be duly fulfilled.
This is what has been called, with more or less propriety, an amal-
gamation. Unhappily, transfers of this kind have given rise to innu-
merable frauds. The shareholders, and still more, the negotiaters who
arranged the terms of the transfers, studied their own interests without
troubling themselves much about the fate of the assured. On the
other hand, the companies which recklessly undertook the business of
others in order to swell the total of their transactions, were hastening
to inevitable ruin. Two of the companies which transacted the greatest
number of amalgamations, the Albert and the European, have acquired
a discreditable notoriety; and their failure brought life insurance into
some discredit in England for the time.

The insolvency of these two companies has led men to consider how
similar scandals can be prevented in future. Several systems have been
discussed: should the State, it has been asked, have a monopoly of life
insurance business? or should it exercise the strict supervision over
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the companies which is practised in the United States ? Both these
systems, being considered too despotic, and inconsistent with the prin-
ciples of free trade, so dear to the English, have been wisely rejected.
A compromise has been adopted, which will allow the public to make
enquiries and form their own opinion as to the solvency of insurance
companies. The Act of 1870, it must be confessed, is not perfect. I t
was amended in 1871, and again this year, and it will have to be
amended hereafter in many particulars; but in our opinion it is a step
in the right direction. The nature of the business of life insurance
companies justifies a certain amount of legislative intervention. When
this intervention is limited to the issue of regulations as to the founding
of new companies and as to the publication of annual accounts in a
prescribed form, thus enabling the persons interested, or experienced
actuaries, to examine and discuss such accounts, legislation does not
overstep its proper limits. In France, the legislature has so under-
stood its functions, at least as regards providing for the founding of
companies; and if no particular form of annual account has been pre-
scribed, it must be admitted that all the French companies invite
investigation by the completeness of their accounts, and the explana-
tions which accompany them.

Mr. Sprague has well indicated the advantages which the English
companies will derive from the publication of their accounts; public
confidence cannot but increase and be strengthened in consequence.
Every item in the accounts will be narrowly scrutinized and examined
by the managers; and one result of the new Act will certainly be a
reduction in the general expenses. We may add, that the comparison
of all the companies, facilitated by the system of uniform accounts,
will be the real stimulant of competition and a check on their manage-
ment. Companies are no longer allowed to put forward such points as
are favourable to them, and suppress others which might injure their
credit: they must all publish the same particulars; and the English
press, so watchful of the interests of the public, will know how to
obtain from the Act all the advantages it admits of. The Author sets
an example which will certainly be followed by many others.

Hitherto, strange to say, there has been no means of ascertaining,
even approximately, the extent of the business and the assets of the
English life insurance companies. The Act of 1870 furnishes for the
first time information on various important points, such as the annual
receipts for premiums and interest, the total assets, and the yearly
payments for claims. The accounts filed do not give any direct infor-
mation as to the total sum assured or the number of the policies in
each company—an omission which will probably soon be supplied by
an amendment of the Act. The accounts also give no information as
to the number and amount of the new insurances; and this again is an
omission which ought to be supplied.

One hundred and eight companies have filed their accounts under
the Act, but among these are included two American companies having
agencies in England, and the Law Reversionary Interest Society,
which is in no sense a life insurance company. These three the Author
has omitted from his list, stating as his reasons for omitting the former
that they have probably as yet transacted very little business in England,
but still more that he wished to give a view of the position of the British
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294 Notices of New Books. [JAN.

companies alone. He has added to the accounts contained in the
blue-book those of the following companies, which had been omitted
for various reasons:—the British Imperial, Colonial, Imperial Union,
Norwich Provident, and Scottish Union; and his tables therefore relate
to 110 companies. We learn from other sources that there are 120
companies in England. Several of the less important of these did not
deposit their accounts before 31 December 1871, not being required to
to do so until nine months after they have been presented to the
general meeting of the shareholders.*

Mr. Sprague has drawn up, from the published accounts, four tables,
of which the first and fourth, in particular, afford much valuable
information. The first shows the income and outgo of 110 companies,
and may be summarized as follows:—

INCOME.

Premiums
Consideration for Annuities
Interest and Dividends
Sundries

Total

£
9,935,165

258,656
4,090,437

93,084

£14,377,342

OUTGO.

Claims
Surrenders
Annuities
Commission
Expenses of Management
Dividends and Bonuses to Shareholders
Bonus in Cash, and reduction of Premium
Sundries

Total

£
8,290,894

559,604
417,010
410,436

1,003,898
507,743
509,883
68,001

£11,767,469

This table speaks for itself. The first item of the receipts shows
us that the premiums paid to the companies in the year 1871 † were
nearly £10,000,000. Assuming an average premium of £3 per-cent,
we get a total sum assured of about £331,172,167. A reference to
the accounts of the French companies and M. Ch. Levasseur's article
in the last number of the Moniteur des Assurances, entitled "Position
and progress of Life Insurance in France," will show to what an
enormous extent England is ahead of France in the matter of life
insurance. The insurances in force with the French companies on
31 December 1871 amounted only to £38,920,000. This is certainly
a large sum; but it falls far short of the sum insured in England; and
yet France is eminently a saving country, and its population exceeds
that of England. This inferiority arises solely from the ignorance of
the masses as to the benefits of life insurance; and everything that
tends to dissipate that ignorance, whether it be the competition of the

* It is scarcely necessary to point out that our contemporary is here slightly
inaccurate; as the Act makes no reference whatever to the presentation of the
accounts to the shareholders, and the nine months are reckoned from the day to
which the accounts are made up.—ED. J. I. A.

† This is also a slight inaccuracy: the year to which the accounts relate being,
in most cases, 1870.—ED. J. I. A.
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1873.] Life Insurance in 1872. 295

companies, old or new, or t ie advocacy of the press and of books, or
the ceaseless exertions of the agents, should he gratefully acknowledged.
France is nearly £300,000,000 in arrear of England!

The other figures in the table prove still more how much we are
behindhand. The English companies paid in the year to their assured
£8,290,894; but the French companies only paid £586,640. Eight
millions sterling coming like a gift from heaven to the widow, the
orphan, and the destitute! Truly, a splendid result!

The foregoing figures suggest some comparisons:—
The English companies have paid in the year £8,290,894 out of

£331,172,167 assured; that is about 2½ per-cent. The French com-
panies have paid £586,640 out of £38,920,000, or about 1½ per-cent
only. The same remark presents itself under another aspect. In
England, £8,290,894 has been paid to the assured, and the offices
have received £9,935,165. The claims are therefore 83 per-cent of
the premiums. In France, where £1,440,000 has been received in
premiums, the claims paid have been £586,640 only, or very nearly
40 per-cent. It may be supposed by some that these results can be
explained by the well known prudence of the French companies; but
other causes explain, not only the difference between the above ratios,
but also the increase in the death rate experienced by the French com-
panies for some years past.

M. Levasseur has pointed out that the claims, which in 1871
amounted to £586,640, were only £332,520 in 1869, and £385,720
in 1870. The reports of the companies attribute this increase solely
to the influence of the war and the epidemic of small-pox, which have
lately ravaged France. These have certainly caused the greatest part
of the increase; but there is one very important cause which it will
be well to point out for the purpose of explaining how it comes that
the percentages of the claims to the sums assured in France and
England should differ to such an extent as we have just shown.

Some of the French life insurance companies are very old, if we
regard the date of their establishment; but they are all what the
English call young offices, if we take into account the slow progress they
formerly made. It is generally known that the French life insurance
companies made little progress for many years during the baleful pre-
valence of the tontine system, which nearly all of them encouraged to
their own detriment, and that it is only about twelve years ago that
their life insurance business proper can be said to have really begun to
increase.

This is proved beyond all doubt by statistics. M. Levasseur's
table, in the above quoted article, shows us that out of the total of
£69,872,000 sums assured by the French companies from 1819 to
1871, only £13,360,000 was assured between 1819 and 1859. The
prosperity and real activity of the French companies date from this
latter year. This is now indisputable, the causes and promoters of
this prosperity being well known. Now English actuaries have given
particular attention to the increase in the ratio of the claims to the
premiums. The premiums, which in the earlier years are more than
sufficient to pay the claims, at last become insufficient, the difference
being supplied by means of the reserves so carefully accumulated by
the companies.

U 2
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296 Notices of New Books. [JAN.

Returning to Mr. Sprague's table, we notice other points of
interest. Thus, the sums paid for surrenders were £559,604. The
expenses of management amount to £1,003,898, which is a little
more than seven per-cent of the total income. The dividends paid to
the shareholders and those paid to policyholders are equal in amount,
and are together about seven per-cent of the premiums and interest
received by the companies. Thus it appears that the English com-
panies, while professing to give the assured a much higher share of
the profits, in reality only give them the same proportion as the
French companies,—one-half.* This is a fact which is well worthy
of notice.

Has the business of the English companies increased of late
years ? Although this appears probable, the published accounts
throw no light on the question. The comparison of the next year's
accounts with those of the present will answer it, and meantime it is
useless to indulge in conjectures which have no solid basis. The
answer, as regards France, is unhappily in the negative; the causes
of this temporary stagnation being too well known to require
mention. We are convinced that the cause having ceased, the effect
has ceased also, and that the French companies will resume the
career of prosperity which has been for a time interrupted.

Mr. Sprague s fourth table shows the nature and amount of the
investments of the 110 companies. It appears to us of sufficient
interest to be reproduced in full.

£
Mortgages on Property within the United Kingdom 61,013,570

" " out of ,, "
751,482

Loans on the company's Policies
British Government Securities
Indian and Colonial do.
Foreign do.
Railway and other Debentures and Debenture Stocks
Railway and other Shares, Preference and Ordinary
Landed and House Property
Reversions and Life Interests
Company's own Shares
Loans on Personal Security
Agents ' Balances
Outstanding Premiums

„ Interest
Cash on Deposit

„ in hand
Other Assets

Total

5,269,363
8 214,559
5,255,753
1 228,494

10,412,626
2,730,245
4,691,432
1,689,322

381,032
1,806,924
1,911,055

485,081
776,763

1 398,842
1,310,171

283,521

£109,610,235

* Our contemporary has here fallen into a ra ther surprising misconception;
overlooking the circumstance t h a t by far the greatest par t of the dividends and
bonuses to shareholders, £507,743, consists of interest on their capital, which is, of
course, no par t of the profit of the companies, bu t is actually yielded by the mort-
gages or other securities on which the capital is invested. The total funds of the
companies a t the beginning of the year being £90,846,770, and the interest received
in the year £4,090,437, i t follows tha t the average ra te of interest is almost exactly
4½ per-cent. The shareholders' capital, £10,376,321, would at this rate produce
a yearly interest of £466,935, and i t is only the excess over this, or £40,808, which
is the shareholders' proportion of profits; and this is only 8 per-cent of the amount
appearing in the table as cash bonuses to policyholders, which, i t is to be observed, is
quite independent of the probably much larger amount of bonus applied to increase
the sum assured .—ED. J. I. A.
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The investments, of the English companies amount to nearly 110
millions sterling. An examination of this table brings to light some
remarkable differences between the investments of the English com-
panies and those of the French. The principal part of these invest-
ments, representing nearly 60 per-cent of the assets, consists of
mortgages,—a method of investment which is but little used in
France. On the other hand, the British Government securities
amount only to about 12 per-cent of the assets; whereas in France
government funds constitute the chief investment. This arises from
the difference in the rate of interest. The English funds produce
only 3 to 3½ per-cent, while the French, under ordinary circum-
stances, produce from 4½ to 5 per-cent. The companies naturally
look for the highest rate of interest that can be obtained with com-
plete security. Thus it is that the investments is landed and house
property amount only to £4,691,432, or 4 per-cent of the assets,
whereas in the French companies, particularly in the older ones, they
form one of the principal items of the assets.

Lastly, comparing the total assets, £109,610,235, with the
interest shown in the first table, we see that the English companies,
which calculate their premiums at 3 or 3½ per-cent interest, obtain a
return on their investments of about 4 per-cent.* The French
companies, which compute their premiums at 4 per-cent interest,
realize from 5 to 5½ per-cent on their investments.

We will not carry these comparisons any further. Mr. Sprague's
work, compiled with his usual care and ability, has furnished us with
valuable information as to the position of life insurance in England.
We will lose no time in noticing the second part of that work as soon
as it appears. I t seems to us that the conclusion to be drawn from
the above statistical summary is very simple:—the French life insur-
ance companies have certainly much to do to bring their business to
the English level; and yet in France the field is more extended,
and there are more insurable lives. Nothing is required but vigorous
and sustained efforts, if not to reach the goal, at least to approach
nearer and nearer to it. The French companies, whether old or
new, should spare no pains to accomplish this work, and to sustain
the recent prosperity of the institution. May they never forget,
while endeavouring to extend their business, that their own interest
is identical with the general interest of the country.

* The comparison here made is not strictly correct. The total assets of
£109,610,235, include not only the share capital and life funds at the end of the
year, £93,456,643, as given in Table I, but also the fire and other funds of
£12,278,861, as given in Table II ; in addition to other sums, such as claims
admitted but not paid, &c. The interest to be compared with this total should be,
therefore, the sum of those given in Tables I and II, £4,090,437 and £522,686,
together £4,613,123; and the average rate of interest is then found to be £4.4s. 2d.
per-cent. Bat, in our opinion, the more correct course will he to compare the
total "funds at the beginning of the year," £90,846,770, as given in Table I, and
£11,766,690, as given in Table II, together £102,613,460, with the total interest,
£4,613,123; and this raises the average rate of interest to £4. 9s. 11d. per-cent.
—ED. J. I. A.
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